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fs There ;i Russian Energy Crisis? 


pump as much petroleum as possible from the common 
reservoir contained beneath his property and that of his 
neighbors. He realized he had to do this before his 
neighbors did the same thing to him. This lack of coop¬ 
eration and coordination resulted in output below the 
full potential. Ultimately such evident waste led to the 
creation of mechanisms such as the Texas Railroad 
Commission, which instituted a more orderly and 
coordinated extraction procedure. By contrast, because 
there are no private property holders in the USSR, the 
Soviets have never had to worry about such uncoordi¬ 
nated drilling. But they have their own unique difficul¬ 
ties. The Soviets also overpump their fields, because of 
the nature of the Soviet planning system. The Soviet 
field operator does not compete against his neighbors, 
he competes against the plan. Since his salary is depen¬ 
dent on fulfilling or overfulfilling his target, he is inter¬ 
ested in extracting as much as he can from his field to 
meet his one-year or five-year plan. 

The planning system induces other inappropriate 
practices. For example, like that of most managers in 
the USSR, the performance of Soviet geologists is 
judged by how well they fulfill their quantitative tar¬ 
gets—in this instance, maters drilled. The result is 
predictable. Soviet geologists have become adept at 
drilling the largest number of meters possible. Unfor¬ 
tunately, that seldom coincides with finding petro¬ 
leum. Rationally enough, Soviet drillers pick up their 
drills and move elsewhere the minute that drilling 
progress begins to slow. But petroleum is not always 
found near the surface. In one area of Kazakhstan, the 
most highly paid prospectors were those who found no 
petroleum. 

The Soviet pricing system has also contributed to 
inefficiency. The wholesale domestic price of Soviet 
petroleum had not been increased since 1967, and even 
by 1967 terms, it was underpriced. For example, the 
Soviets did not make any allowance in their domestic 
price for the interest cost of the capital involved in the 
extraction process. Nor did they include most of the 
geological costs. (They did include depreciation.) 

Such serious underpricing has been the source of 
considerable misallocation of resources. The low 
wholesale price stimulates industrial consumption. To 
Soviet managers, petroleum appears a cheap commodi¬ 
ty, especially in comparison to scarce labor, whose 
price has been rising. Therefore, they strive to increase 
their petroleum allotments. The effect is the same as if 


Marshall I. Goldman is an economist who teaches at 
Wellesley a.nd Harvard. Versions of this essay will appear 
in two forthcoming books, The Enigma of Soviet 
Petroleum: Half-Full or Half-Empty? and Energy and 
Security, a report of Harvard’s Energy and Security 
Research Project. 


petroleum usage were subsidized. Consequently, indus¬ 
try has tended to be unconcerned with conservation. 

Waste was also encouraged by the “val” system, 
wherein the planner set the manager’s targets in terms 
of the rubie value of the enterprise’s gross output. No 
consideration is given to net output. To win his bonus, 
the manager sought to produce as high a ruble value 
output as he couid. Since the value of the final output 
was determined by the sum of all the inputs, Soviet 
managers soon discovered that one way to increase the 
value of their gross output was to make sure they uti¬ 
lized very expensive inputs. .Again, this was a disincen¬ 
tive to conserve. Ineviiabiy large and usually w'asteful 
quantities of petroleum would be utilized. Similarly, 
this helps explain why Soviet machinery is unusually 
heavy, why Soviet engines require more metal per unit 
of engine power than most other engines in the world, 
and why the Soviets require more fuel per kilowatt 
hour of electricity generated or per ton of stee! 
smelted. 

Finally, understated prices made it more difficult to 
attract the investment and foreign currency funds 
needed for adequate development of Soviet energy 
resources- Although Soviet capital resources are nor¬ 
mally allocated on the basis of physical allocation spec¬ 
ifications rather than on an open market, those alloca¬ 
tion authorizations are very much influenced by the 
profitability record of each enterprise. The profitabil¬ 
ity record in turn is determined by prices. Thus, the 
fact that the Soviet wholesale price of energy had been 
held constant at 1967 levels inevitably meant a fall in 
the profitability of Soviet energy production enter¬ 
prises, in several instances even a loss. Moreover, prof¬ 
itability will continue to fall as Soviet geologists find it 
necessary to push further north and east into increas¬ 
ingly costly, remote, and hostile sites in their search for 
new energy-producing areas. 

Just how important energy price increases are is 
dramatically reflected by the profit-to-capital ratio of 
the various energy-producing enterprises. In 1965, 
before wholesale prices were increased, the profit rate 
of the petroleum-producing enterprise was 5.4 percent. 
The comparable rate for the natural gas producer w'as 
9.3 percent. Coal mines were actually operating at 
losses of 17 percent and required a subsidy. After the 
1967 price increases, oil and natural gas profit rates 
rose to 27.8 percent and 64.5 percent respectively, and 
coal showed a profit-to-capital ratio of 7.3 percent. By 
1978, however, with prices fixed but costs rising, those 
rates had fallen to 11 percent for petroleum, 17.8 per¬ 
cent for natural gas, and coal was again being produced 
at a loss of 3.2 percent. If Soviet prices had kept pace 
with world energy prices, clearly the profit rates would 
have been much higher. 

The continued fall in profit rates since the lateU 960s 
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extraordinary 



These are the works of a man who looked at the 
ordinary and saw the extraordinary. They are part of a 
marvelous and moving exhibition, “Edward Hopper: 

The Art and the Artist” which opens on September 23rd 
at the Whitney Museum of American Art to celebrate its 
50th anniversary. 

He was the poet of the commonplace, of empty 
streets and gas stations, hotel rooms and restaurants. 

He loved the bare bones of things because they let the 
silences speak; and he loved doors and windows because 
they could let life and light in—or seal us off. He taught 
us, above all, that every fleeting moment, however 
ordinary, was charged with extraordinary meaning, 
pregnant with possibility. 

That’s one reason we sponsored this exhibition 
and why we hope you’ll see it at the Whitney or one of 
the other museums listed below. In our business, as in 
yours, we need to be reminded that the material of 
greatness is all around us if we have the courage to strip 
it bare and see its meaning. And that all we need is 
individual imagination, individual creativeness, 
individual innovativeness. Sponsorship of art that 
reminds us of these things is not patronage—it’s a 
business and human necessity. 

If your company would like to know more about 
corporate sponsorship of art, write George Weissman, 
Chairman of the Board, Philip Morris Incorporated, 

100 Park Avenue, New York, N. Y 10017. 

Philip Morris Incorporated 

It takes art to make a company great 

Makers of Marltoro, Benson. Kedges iOO's, Merit, Parliament Lights, Virginia Slims and Cambridge: 
.Miller High Life Beer, Lite Beer and Lowenbrau Special and Dark Special Beer; 

7 UP and Diet 7 UP. 

"Edward Hopper: The .Art and the Artist” appears at the Whitney Museum of American .Art, 
New York, NY September 23, 1980 to January IS, 1981; Hayward Gallery, London, En^and 
February 11 to March 29,1981; Stedelijk Museum, .Amsterdam, The Netherlands April 22 to 
June 17,1981; Stadtische Kunsthalle, Dusseldotf, Germany July 10 to September 6,1981; 
The Art institute of Chicago. Chicago, IL October 3 to November 29,1981; San Francisco 
.Museum of Modern Art, San Francisco, CA December 16,1981 to February 10,1982, 

This exhibition is sponsored by Philip Morris incorporated 
and the National Endowment for the .Arts. 


iJOofsft! i^’CHTHAWKS (detail}, 1942, TheAninslUute ofCdicaga, rhe,'^ds of Amerlcan-Art (bctio,n lerlj ROOMS STTHH 
ScA. i95i. Ycjs Unfversiti,- Art Gaiiefy, CanVort G'crJc, S A i90^. (top rt^t) EARLYSLT^DAY 

1930. Whitney Museum o/Amenccn A/t. purchase. (bonom righCj FOUR LA/S'£ FOAl), 1952. Pnoate coilec'icn. 
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The Concord Royal Mariner: the thinnest electronic quartz water- 
resistant watch in the world. 

^ 4 MlUmeters, case and Concords newly-developed, ultra-thin 

nine/quartz® movement permits such a design with this degree of thinness. 
This elegance of proportion. And guaranteed water-resistant to 3 atmo¬ 
spheres, including the lizard strap. Yet, it is accurate to within 60 seconds 
a year. Never needs winding. Crafted by hand in Switzerland /n\ (^ONrOHD 
of 14K gold. The Royal Mariner: a watch of superlatives. $1390. \v/ som jluuner'’ 
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